coordinated market economy and a liberal market economy. Germany is a coordinated market economy. The United States is a liberal market economy.
Key Differences between the German Model and American Capitalism
There are several key differences between the German variety of capitalism and the American variety of capitalism according to the VOC approach. For example, we can observe that firms behave very differently in each economy with regard to education and training systems. Studying these differences also sheds light on differences in political culture and operational norms of firms.
Education and Training System in Germany
Germany, as a coordinated market economy, equips their labor with industry specific and firm specific skills. Firms depend on education and training systems that provide workers with such skills. These workers start out as apprentices or trainees. Moreover, firms are expected to take on apprenticeships. Germany has industry wide employer associations and trade unions that supervise the training system. They also negotiate the wages of trainees for each industry. The training systems are publically subsidized by the government. Because industry associations monitor the training, free-riding on the training of others is virtually eliminated. The result of such a system is that industry wide skills and firm specific skills practically guarantee a young apprentice employment at the firm at which they are training or another firm within the same industry. At the same time, skilled workers boost a firm's competitiveness.
Education and Training in the United States
The education and training systems of liberal market economies look very different than that of coordinated market economies. In the US, training is typically offered by schools that provide general skills training. American firms are hesitant and resistant to invest in apprenticeship programs that teach industry specific skills, in part because of the fact that other firms can easily poach their apprentices. The poacher will not invest in training. Instead it will free-ride on the investment of another firm. This is pre-empted in a coordinated market economy. Nevertheless, the education system in the United States is highly respected and emulated, especially at university level. But in a highly fluid labor market such as the US, specific training takes the form of in-house training after a worker is hired, not union-employer association and firm negotiated apprenticeship programs as in Germany.
What is the Dual Training System in the German Model of Capitalism?
The German dual system is one of several paths that a student can take after completing high school. The dual apprenticeship system is also called the dual system of vocational training, dual being the key word here. In this case, dual refers to two venues of education, combined into one system. A student receives on the job training in addition to further in-classroom instruction. While a typical vocational training may be in the crafts or agriculture field, a civil or public servant studying diplomacy may also participate in the dual system after High School.
The vocational training system in Germany is a collaboration between the public and private sectors which serve to directly or indirectly provide occupational qualifications. [4] It is legally regulated by the Vocational Training Act. Unlike internships in the US in which youth earn little or no pay and rarely receive formal training, apprenticeships in German vocational training follow an "earn while you learn" model. They are employed in actual jobs and classroom training. Furthermore, dual system participants practically have a guarantee of a job after that student has earned his state recognized credentials.
Vocational training is based on institutional procedures and tripartite negotiations that involve three major actors: public authorities, employers' organizations and trade unions. School based training is paid for by the state and practical training costs are paid for by the firms in which the trainee is placed for their apprenticeship. The Federal Employment Agency pays for 15% while the German federal states pay about 10%. Firms contribute the most to the cost of training, or about 75%. This is not a standard practice of firms in the US.
Typically, a student in the dual system with learn in the company 3-4 days per week under the framework of a training contract which includes state recognition of the occupation, overall training plan and examination requirements. The rest of the week, between 1-2 days, a trainee will go to school. While students do have the option to attend full time vocational schools this is not the path of the dual training system. The dual trainee will attend school and train at the same time. In a vocational school the vocational subject comprises two-thirds of the curriculum while general subjects are one-third. Final qualification is state recognized and upon completion a student will receive a chamber certificate. Altogether, the duration of a dual training track takes around three or three and a half years.
Training occupations are found in almost every sector of the German economy and date back to the Middle Ages: industry, commerce skilled trades, office administration, banking, health and agriculture. In total there are 348 training occupations. Examples, of occupations including machine and plant operator, micro-technologist and recycling and waste management technician, custom tailor, biology laboratory technician and mechatronics technician. Some occupations are highly specialized whereas some cut across different branches such as office clerk.
At the end of his or her training, a German vocational student is entitled to practice an occupation as a qualified skill worker. In 2015, there were approximately 1.5 million young people in dual vocational education and training. All students receive apprenticeship pay during their time in the program. The pay is regulated by collective bargaining agreements. For example, a mechatronics engineering trainee earns 950 Euros per month, gross. The pay increases with each year of training completed. [5] In Germany today, about 90 percent of all large-scale enterprises with 500 or more employees and 70 percent of all medium sized businesses offer vocational training positions. Nearly every second firm with between 10-49 employees is a company with trainees. Small sized businesses with up to 10 people employed also offer apprenticeships at around 14 percent. In total, over 500,000 German firms offered apprenticeship positions. [6] Simply put, the dual system is a way of life in Germany's labor supply and overall organization of the economy. It is a major distinguishing factor between Germany's coordinated market economy and the US liberal market economy.
What are the Benefits of the German Vocational Education System for the US?
The following benefits of the German dual system can be simultaneously seen as potential benefits for the American economy. First, young people can receive a recognized certificate that shows that they have high technical skills in a particular trade or craft. They also receive practical orientation and relatively high apprenticeship pay. Second, in terms of industry, there are industry-wide benefits from securing skilled labor, reducing costs of settling in of new workers, and job specific qualifications for new workers. Finally, at state and society level, the benefits are relatively low rate of youth unemployment, the possibility to offer school graduates vocational training and private sector contribution to ease the burden on public budgets.
Germany has one of the world's lowest youth unemployment rates at 7.7% in 2015. Youth is defines as a worker aged 16-24. The United States has an overall youth unemployment rate of 10.8 % in April 2016. [7] Taking a look at state levels, there are some states that have much higher youth unemployment rates than others. For example, South Carolina has youth unemployment rate of 16.2%, versus Texas at 9.3%, Georgia at 14.6%, West Virginia at 17.4% and New York at 14.2%. [8] These numbers vary even more when considering regions within states. In south Texas for example, the youth unemployment rate stands significantly above the rate in northern Texas. This is untapped potential of American labor and youth.
Expanding the apprenticeship program to the United States would help strengthen the US economy. There are not enough skilled workers to meet future economic needs.
[9] By 2020, the US is projected to experience a shortage of 3 million workers with associate's degrees or higher and 5 million workers with technical certificated and credentials. Industry leaders have argued that a lack of qualified workers is a top concern for many employers. [10] Yet, most American firms are not willing to go beyond a few weeks of learning on the job and the US corporate sector does not see technical and vocational training as one of its key responsibilities. [11] The average age of a high-skill manufacturing worker in the US is 56 years old, and even today the US faces a shortage of workers. In 2012, Deloitte found that there were 600,000 unfilled manufacturing jobs in the US.
Can the dual training system be applied to the US economy to boost youth employment in manufacturing? A main question that comes to mind from an employer perspective is: Who is going to pay for the training? [12] Still, the German Model of dual training is a viable model and should be tailored to fit the needs of individual countries if used outside of Germany. Whether or not it will be used in the US is no longer the question-the question is to what extent?
The German Dual System already in the US?
In 2013, 200 companies in the US (or half of the firms surveyed) expressed a concern about finding skilled workers to fill jobs, many of them well paid. [13] Furthermore, German companies have identified the problem of finding skilled labor as a major challenge to their success in the US. The dual system is not only a reason for Germany's economic success, but is a viable alternative to employment versus a traditional university education. The dual system is not a vocational school such as ITT Technical School or Apex Technical School in the US. It is a program in which companies are directly invested in the students' success and have partnered with schools to train workers for future hire. Sound qualifications and recognized skills gained after high school combine theory and practice. The dual system shows that technical trades and crafts can in fact be highly valued and immediately applicable in the job market.
Volkswagen (VW) in Tennessee is the first German company to establish an apprenticeship company in the United States. In August 2013, twelve students earned their Automation Mechatronics certificates by the Association of German Chambers of Commerce and Industry and the German American Chambers of Commerce. [14] These students are the first to graduate in a program modeled after the dual training system. VW invested $40 million in the new training academy and the students are trained by VW experts and a German apprenticeship trainer. The final result is a Volkswagen specific trained graduate who is then hired by the Tennessee plant, filling a gap in skilled labor that VW needed. In addition, the state of Tennessee will provide a $12 million grant for training new employees.
While the model is not exported as an exact copy, many community colleges and American companies are establishing training programs that pick the best elements from the model and apply them to co-create a US traineeship. Another example of a dual training inspired program at work in the US is the Michigan Advanced Technician Training (MAT2). Michigan is known for its automobile production. The MAT2 is based on coupling apprenticeship with employer commitment. The idea for the program came from the Michigan governor who visited Germany. Seven German firms, three US firms and one French firm are taking part in MAT2. [15] Festo Didactic AG a German company based in New Jersey (NJ) that acquired US-Canadian Lab-Volt also has a training program in place. Festo is known for establishing labs and high-tech facilities to train workers. They have partnered with community colleges in NJ as well as North Carolina where the company will open a training facility directly on the college campus. [16] All firms promote a career in manufacturing.
Joint Declaration by US and Germany Regarding Skills Training
On June 5, 2015, government officials from both the US and Germany signed the Joint Declaration in Washington DC. Together with the German Federal Ministries of Education and Research, Economic Affairs and Energy and Labor and Social Affairs, the US Department of Commerce, US Department of Labor and US Department of Education crafted the Joint Declaration of Intent with the eventual goal of recognizing certificates, exchange of best practices and cooperation between companies on skills training. [17] Both US and German companies will benefit from the Joint Declaration to fill the skills gap. Finding skilled labor to maintain these positions is critical. By training workers and guaranteeing young people a job right after training is complete, youth unemployment decreases and companies find the labor they are looking for. German Chancellor Angela Merkel stated the Germany's apprenticeship programs are the reason for the low youth unemployment rate. Germany has the lowest youth unemployment rate in the European Union at 7.7%, compared to the EU average of 22.2%. [18] Expanding apprenticeships in the US will require overcoming many hurdles and potentially creating new government institutions. It will also require a shift in corporate culture and an increased awareness of the range of possible vocations that are beyond the traditional trades such as construction or plumbing. Placing highly skilled workers in jobs and maintaining a low unemployment rate is an economic priority of any advanced industrial democracy. Applying some elements of the German model that are do-able for American companies and government would yield tremendous benefits to the US economy, increase youth employment and confidence as well as help reassert American hegemony among global economic powers.
Conclusion
This paper has demonstrated that the German Model of capitalism, as a coordinated market economy is distinct from capitalism in the US, or liberal market economy regarding education and training. Furthermore, we have seen that the German dual system of training has the possibility of unlocking potential for the American economy, specifically for youth employment enabling businesses to boost their productivity. Finally, it is confirmed that federal level political institutions in the US have signed a joint declaration with German government to recognize the importance of supporting education and training programs that are built in partnership and cooperation with employers.
